University of Mississippi

eGrove
Newsletters

American Institute of Certified Public
Accountants (AICPA) Historical Collection

4-1980

Practicing CPA, vol. 4 no. 4, April 1980
American Institute of Certified Public Accountants (AICPA)

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants (AICPA), "Practicing CPA, vol. 4 no. 4, April 1980"
(1980). Newsletters. 1488.
https://egrove.olemiss.edu/aicpa_news/1488

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Newsletters by an authorized
administrator of eGrove. For more information, please contact egrove@olemiss.edu.

Practicingc
pa

APRIL 1980

An AICPA publication for the local firm

PARTNER EVALUATION
Partner evaluation has become an important sub
ject in our profession even though some firms are
hesitant to implement such a program. This appre
hension is understandable because partner evalu
ation is a difficult, frustrating and time-consuming
process and is never done to everyone’s satisfac
tion. Yet, a partner evaluation program is virtually
a necessity if a firm is to grow and prosper.
Why is it that important? Ours is a personal
service profession. We are in the people business
100 percent, and our people’s performances are
the controlling factors in our firms’ successes.
Partner evaluation should
□ Contribute to a partner's personal and pro
fessional growth and development.
□ Enhance communication within the firm.
□ Provide a basis for changing relative income
levels of partners.
We are all constantly changing. We are not just
static human beings—we are human becomings—
and the ability to recognize our shortcomings and
overcome them enables us to improve. An evalua
tion by others can force us to take a look at our
selves and help us gain a better understanding of
our relationships with others. Evaluation is gen
erally considered necessary for our staff people.
How can we do less for our partners?
Helpful, candid discussions between partners
are not necessarily automatic within a partner
group. The adoption of a partner evaluation pro
cess represents a commitment to give thoughtful
and diplomatic critiques of other partners’ per
formances and to accept the input of others as a
valuable and beneficial asset. It is a reciprocal
process of interaction which can open lines of
communication which might otherwise remain
closed.
There is no one method of evaluation that is best
for all firms. The size of the firm, the degree of
management sophistication, personalities of the
partner group and objectives of the process as

perceived by the firm are some of the factors
which influence the methods that will be most
beneficial.
Partner evaluation is not a panacea. The objec
tives of the program, as adopted by the firm, must
be clearly understood and accepted. The resulting
change in partner income levels may not be uni
versally agreeable to all partners and, in fact, the
process requires a mature group of partners if the
potential benefits are to be reaped. Therefore,
carefully assess the rapport and maturity of your
partner group before moving into the program
because imposing partner evaluation on a partner
group that is not psychologically ready to accept
it could be more destructive than beneficial.
Advance preparation is very important to the
success of the program. In addition to available
objective data, the partners should supply written
information about involvements and activities
that are not clearly visible to others, and should
establish both short- and long-range goals. The
evaluation of partners by their peers should also
be in writing.
The actual evaluation might be a one-to-one
meeting with the managing partner or with a
larger designated group (e.g., the executive com
mittee or even the entire partner group in small
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firms). The partner being evaluated must be pre
pared to accept the perceptions of others, and
adequate time must be provided for each partner
to react and interact.
Goal-setting is an important part of the pro
gram. In setting goals, major objectives should be
defined, as should the specific methods proposed
to accomplish them. These should be individual
goals, not those of the firm. However, they must
be compatible with firm objectives, should be
relatively few in number and should be attainable.
The process also has an important by-product
in that it forms a basis for adjustment of income
levels. Certainly, we are all interested in the level
of our personal incomes and its relationship to the
income levels of other partners in our firms. Our
incomes involve our egos, our standards of living
and our job satisfaction.
Typically, partnership income is allocated
based on several factors, some of which are spe
cifically calculable by formula. In our firm, the
first allocation of income is a return on capital
(tangible and intangible) to compensate partners
for their proprietary interests. This allocation has
a predetermined formula. The balance of the in
come is considered to be for partners' services.
Partner evaluation results in a. judgment concern
ing relative contributions to the firm from the
services of the partners. Therefore, only that por
tion of a partner’s income should be considered
in this process.
The changes in relative income levels must be
based on the judgment of the persons to whom
this responsibility has been delegated (e.g., the
executive committee, a specially elected compen
sation committee or, in the case of small firms,
the entire partner group).
Most firms have a significant amount of objec
tive data available relative to partners’ perform
ances. The following are some examples of data
frequently used for general service partners.
□
Client volume supervised.
□ Promptness in converting services to cash
(billings and collections).
□
Adjustments from standard fees.

□
Total number of hours worked.
□
Number of chargeable hours worked.
□
New clients brought into the firm.
□ Client terminations clearly resulting from
matters within the partner's control.
These types of objective data are important, but
there is a danger in giving them too much empha
sis. To do so can encourage actions for the sake
of statistics which might actually detract from the
overall contribution of a partner. For example,
too much emphasis on chargeable hours might
discourage delegation to staff, thereby limiting
opportunities for staff to develop.
Some other factors involved in a partner’s con
tribution which, although less measurable, might
be far more important, are
□
The ability to develop and motivate people.
□
Leadership qualities.
□ Input of ideas which develop and strengthen
the firm.
□
Commitment to total firm concept.
□ Support of the firm, its management and
objectives.
□
Respect for partners and employees.
□
Respect of partners and employees.
□
Respect in the profession.
□
Involvement and respect in the community.
□
Integrity and stability.
Partners are the most important people in a
firm—its success depends on them. If the evalua
tion process assists in their personal growth and
development, it will also improve the firm.
-by Rholan E. Larson, CPA
Minneapolis
This article is adapted from a presentation given
by Mr. Larson at the AICPA’s management of an
accounting practice conference on partnerships
which was held in Philadelphia last September.
Other ideas concerning partner evaluation can
be found in the following Practicing CPA articles,
“Partner Selection, Admission and Retention,”
April 1979, and “Personnel Evaluation,” August and
September 1978. In addition, readers might like to
refer to chapter 407 of the AICPA MAP Handbook
for other helpful suggestions and forms.
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And the Beat Goes On

Combustible Calories

Father-son combinations are no longer news in
the accounting profession, but what about three
generations?
It has come to our attention that a poor be
nighted staff member of Tanner and Tanner in
Morgantown, West Virginia, has recently passed
the CPA examination. Reed J. Tanner now joins
his father, Steve, Uncle Doug and grandfather,
Louis, in preserving the firm name.
The Tanners first became active in professional
affairs in 1921 when grandfather Louis joined one
of the AICPA's predecessor organizations and have
continued to be active through the years. All
three of the senior Tanners have served as presi
dents of the West Virginia Society of CPAs, on
the Institute’s governing council, to say nothing of
numerous committees at the state and national
level. Reed obviously has some tough acts to fol
low; we wish him all the best and extend our
congratulations to him and his family.
(This is the only three-generation CPA family
that we know of where all generations are cur
rently in practice. To our knowledge, the Tanners
have been preceded only by the Allen family in
Raleigh, North Carolina. A. T. Allen, now deceased,
opened his office in 1926 and, in due course, was
joined by sons A.T., Jr., and James, followed by
their sons, A.T. III and James, Jr. If our readers
know of similar families, we would like to hear
about them.)

Are you concerned about your lack of physical ex
ercise during the busy season? Well, don’t worry
about it. According to something we read some
where (it sounded authoritative), those calories
are not really settling round your waistlines be
cause of a sedentary existence; they are being
burned up in some pretty strenuous activities.
Here's a partial list of those activities and the
number of calories they consume per hour:
□ Swallowing your pride (50).
□ Pushing your luck (250).
□ Patting yourself on the back (50).
□ Jumping to conclusions (100).
□ Exercisingyour options (85).
□ Bending over backwards (95).
□ Beating about the bush (75).
□ Balancing the books (23.5).

Down on the Farm
Some county farm agents will soon be taking on
new responsibilities in addition to their traditional
roles of advising on better ways to plant seeds and
can fruits and vegetables. They will become rural
advocates for small business.
The U.S. Small Business Administration, in co
operation with the Department of Agriculture and
the University of Arkansas’ Extension Service, has
announced that agricultural agents in the 75 Ar
kansas counties recently underwent a special pilot
training program to help the agents advise small
business people and direct those seeking financial
or management assistance to the proper govern
mental and private offices.
The SBA, which says that county agents through
out the country are generally familiar with small
businesses in their areas, may extend the pilot
program to other states this year.

To the Editor:

The article, "Does Advertising Work?" in the
February 1980 issue, indicates that advertis
ing works to develop practice growth. How
ever, it appears to me that many CPA firms
may not be able to effectively use advertising
unless they understand the limitations of this
marketing tool.
The real test of advertising to gain clients
is not in first year billings but rather in
the extent to which new clients remain with
the CPA firm. If the clients choose to leave in
a year or two, the advertising cycle must be
maintained at ever higher levels in order to
replace them and maintain growth.
In addition, clients gained through adver
tising may be the most price-responsive for
one-shot service and may not feel the inex
tricable link to their CPAs that long-term cli
ents may feel.
Advertising may work for the San Fran
cisco CPA firm cited because it is a new firm
aggressively seeking clients. However, the
real economic results won’t be known until
the long-term relationships are made evident.
It seems unclear, to me at least, whether or
not advertising is the panacea certain people
believe it to be. After all, if you lose a little
bit on each client (a loss leader), it is difficult
to make up this loss in volume.
-Terry L. Campbell, DBA, CPA, CMA
University of Central Florida
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Mining the Gold in Your Own Backyard
Several recent articles have pointed out the ex
cellent growth prospects for CPA firms in expand
ing services to present clients. Here are a few ideas
for tapping some of that potential by becoming
more client-centered in communications with
clients.
There is a tendency for CPAs to spend more
time on their most critical clients, just because
they are vocal, than on more important clients
who find less fault with their firms. This is a pity,
because with satisfied clients, you have easy access
to the right people and the right information to
develop additional services which can become the
primary source of your firm’s profitable growth.
By focusing on providing additional services
(over and above audit and tax services), you can
enhance the performance of your clients through
the help you give in improving planning and decicion-making procedures to lessen the risk of their
being wrong. And, benefits can also accrue to your
firm in the form of an improved image, additional
referrals from enthusiastic clients, better client
retention and greater staff satisfaction and de
velopment.
In many firms, practice development is aimed
solely at obtaining more clients. However, this
can result in lost opportunities with present cli
ents where it is often possible to increase charge
able hours (up to 40 percent) without adding more
staff or spending more money. The key to increas
ing your business with present clients is to first
determine their needs and then to let them know
you are willing and able to serve them.
Sometimes opportunities are lost because peo
ple don’t have the training to recognize clients’
needs for additional services, or insufficient or im
proper use is made of the management letter.
Attitudes, such as "clients will contact me when
they need me," or "if I sell the work, I’ll have to
manage it and I’m too busy already,” are other
reasons why services to present clients are not
expanded.
The formula for profitable internal growth
starts from an advocative orientation. The CPA
should mentally sit on the client's side of the table,
recognize the client’s needs, communicate in the
client’s language, help the client in what he wants
to do and, importantly, make recommendations
that will result in improved performance. Here
are some hints on choosing the right tools to
achieve this:
□ Map out a strategy for the initial meeting.
People will react according to the tone you

□

□

□

□
□

set, so be positive. Your expanded-services
relationship is often made or broken at this
point.
Always exceed clients’ expectations on the
first engagement. Let clients know they are
getting something for their money.
Have meetings with clients to make sure
they are satisfied and that your results are
visible.
Identify each client's important needs and
tailor programs specifically for each one.
Discuss clients’ needs on a timely basis, e.g.,
set up an end-of-engagement discussion.
Respond promptly to inquiries and make
sure that partners and staff people with a
variety of skills are introduced to clients.
You can generate client inquiries through
the firm's mailing program, by conducting
seminars and by maintaining year-round con
tact with clients.

Using your management letter as a new-business
tool
The management letter can be an extremely pos
itive factor in the accountant/client relationship
if it is written from the client’s point of view. This
is not usually the case. Most letters are written
from the CPA’s perspective, using standard ac
counting terminology and, as a result, sometimes
fail to motivate the client into implementing the
CPA’s recommendations. The following guidelines
might be helpful in turning your management let
ter into a new-business tool:
□ Decide what facts you want to find out about
the client while planning the engagement.
□ Gather the data and determine what this in
formation means to the client. Draw conclu
sions from the client’s perspective and
specify benefits in terms of improved per
formance, reduced costs and better decision
making, etc.
□ Develop a checklist or build need-finding
questions into the engagement plan to
achieve goals. You will have to determine the
key questions to be asked and of whom.
□ Make the management letter client-centered
by
(1) Avoiding the use of accountants’ termi
nology wherever possible.
(2) Avoiding the use of words that make the
client feel inadequate or that he is being
reprimanded.
(3) Repositioning the disclaimer. (Put it on
the last page.)
(4) Stressing the benefits to be derived from
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implementing the recommendations, rather
than focusing on reasons such as compliance
with new laws or regulations.
Other detailed suggestions for projecting a posi
tive, helpful tone in written communications can
be found in the article, "Improving Client Commu
nications," in the January 1978 issue. As it says
there, written communications are often the only
tangible product of a CPA’s work that clients re
ceive. This being so, it might be worthwhile to
fashion your management letters into tools that
will help you mine the gold in your own backyard.

-by Richard A. Connor, Jr.
CPA Marketing Services
6711 Bracken Court
Springfield, Virginia

Curing the Sick

Do you sometimes have the feeling that some em
ployees look upon paid sick days as extra vacation
days that should be taken whether or not they are
really ill? Do you wish there were a remedy for this
particular disease?
Well, there is one cure that seems to work. The
recommended medicine is cash incentives to those
who unfailingly report for work each day. The dos
age, obviously, should vary according to the sever
ity of the sickness.
For example, the treatment could consist of pay
ing an extra week's salary to employees with a
perfect attendance record and, perhaps, part of a
week’s salary to those whose sick days total less
than one week. Or again, maybe the prescription
should read "one additional day’s pay for each un
used sick day."
Whatever is decided on, the reduction in ab
senteeism may be well worth the cost of the medi
cation.

When CPAs get together...

CPA
Allen just de-merged!

A Guide to Do-It-Yourself MAP Roundtables
One of the goals of the AICPA’s management of an
accounting practice committee is to encourage
practicing members to exchange information on
firm management. To facilitate this, the MAP com
mittee has developed a manual which explains
how to organize a forum where practitioners can
ask questions and solicit ideas and advice from
each other.
The manual has suggestions for getting practi
tioners to develop their own roundtable groups,
organizing the first meeting, developing ideas for
future meetings and running the program.
In addition, the committee has prepared discus
sion outlines on practice management topics such
as insurance, financial and legal matters, longrange planning and peer review; expense controls,
billing and collections; personnel policies, sched
uling and chargeable time; staff recruiting, train
ing, evaluation and motivation; partnership and
retirement agreements; client development and
evaluation; advertising; various manuals, forms
and checklists; office facilities, data processing
and filing procedures.
The manual and outlines have been distributed
to all state societies. For further information, con
tact your state society or Jim Flynn at the AICPA.

SBA Seeks to Redefine “Small” Business
The Small Business Administration proposes to
redefine "small” business in an effort to encourage
competition in industries dominated by a few com
panies while making aid somewhat harder to get
in less concentrated industries. The proposal
would use only one criterion: the average number
of full-time or part-time employees over a 12month period. Comments are due by May 9.

_________________________ _______ by Paul Browner, CPA

CPA
Now, that’s peer review!

CPA
Calvert? He plugged a bank rec!
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Beleaguered Accountants

The article, "Philosophy on Hours," which ran in
the January and February 1979 issues mentions
the unconscious pressures which adversely affect
people’s work and relationships with others. The
article pointed out that a large element in these
unconscious pressures stems from self-centered
thinking as opposed to altruistic thinking.
As consultants, we have come across several in
stances where there was a clouding of what should
have been the major concern of the CPA, i.e.,
awareness of the client. Let’s look at three such
case histories and at some conclusions.
□ A young mother with three small children
was suddenly widowed. Her husband left
substantial resources, and she was in need
of professional accounting and tax assist
ance.
The recommended CPA conferred with the
potential client and revealed an immense
understanding of the tax ramifications of the
decedent’s final return, estate and income
tax saving devices and other technicalities.
However, the widow thanked the CPA for his
counsel but did not retain his services. Why?

In this particular case, the accountant, while
thoroughly qualified to handle the matter, did not
take cognizance of the widow's emotional state in
his discussion with her. Had he been more sensi
tive to her mood, been a little less technical and
shown more personal concern, the widow would
have been more likely to retain his services.
□ A tax consultant CPA recommended an ac
counting client to a sole practitioner (also a
CPA). The client had such confidence in the
tax consultant that the recommendation was
immediately accepted. For the practitioner,
the new engagement represented an upgrade
in quality of practice.
The engagement was to render accounting
services and to furnish quarterly financial
reports, copies of which were to go to the
referring tax consultant. Since the client had
a full-time bookkeeper, the practitioner was
freed from bookkeeping chores.
Sixty days after the first quarter ended,
no report had been received by the client or
the tax consultant. Inquiries elicited a re
sponse from the practitioner that the vari
ous filing deadlines for other clients’ incometax returns, sales and payroll taxes and com
pliance reports for governmental agencies

prevented him from preparing interim finan
cial statements for this client.
What happened in this case?
It is often difficult to deal with a client’s indi
vidual situation because each client introduces his
own demands. It may be that this accountant finds
it more reassuring to concentrate on governmental
filing deadlines than to cope with other client
needs. While these deadlines must be observed,
they can also be used as an excuse for not meeting
other demands. This "retreat to the familiar"
gives a feeling of accomplishment and control. It
also accounts for the time spent without facing the
needs that may require more creative or innova
tive action.
□ Fearing loss of credit from banks and ven
dors which threatened bankruptcy to his
business, a long-standing client asked his
CPA to express an unqualified opinion on his
financial statements. The CPA demurred,
however, because his examination had dis
closed an overstated closing inventory to
which he took exception.
The CPA’s solution to this problem was to
suggest that he support the client in face-toface meetings with the client’s creditors.
This was done. The creditors gave the client
time to pay, and the accountant maintained
his client.
What is different in this case?

The client, in crisis, conceived of only one pos
sible solution to his problem which, however, did
not touch upon the accountant’s area of uncon
scious conflict. Since it focused on his sense of pro
fessional ethics and integrity, the CPA was able to
sidestep the polarized view presented by the client
and propose a workable solution acceptable to
both. This success was made possible by the ac
countant’s ability to establish a balance between
his feelings of responsibility to a long-standing
client and ethical compliance.
To insure success in similar situations, one must
be able to deliberately and consciously negotiate
conflict through the awareness of self and others.
Competence in technical matters alone is not
enough. What emerges is a new concept of compe
tence based on three factors: awareness of self,
awareness of others and the ability to negotiate
conflicts arising from these sources.
-by Bryan, Diness & Kahn
Consultants to the Professions
New York, New York
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Financial and EDP Salaries Continue Up

The 1980 starting salaries for financial executives, accountants and data processing personnel are at
record levels according to a recent study by Robert Half, Inc., a major financial and data process
ing employment specialist. The study, conducted annually since 1950, is based on position requests
from employers nationwide. A key indication in the study is that financial starting salaries are up
an average of 4.9 percent from last year with an 8.1 percent increase for data processing positions.

Energy Audits

The Department of Energy would like local CPA
firms to compete for contracts to validate data
submitted to the Energy Information Administra
tion (EIA) by Phase 1 Financial Reporting System
(FRS) respondents, i.e., energy-producing com
panies.
The EIA hopes to locate CPA firms with knowl
edge of the energy industry (especially petroleum)
experienced in developing audit plans and con
ducting commercial financial audits. They should
have some familiarity with reviewing automated
financial accounting and management informa
tion systems and the resources to conduct on-site
company audits for major oil companies.

The specific objectives of validating FRS data
are to assess respondents’understanding of the in
structions and definitions and the consistency and
comparability of the data. Other goals are to deter
mine the accuracy of the reported information and
the content of the FRS data base to see if it pro
vides a basis for governmental evaluation of en
ergy-producing company investments and profits.
CPA firms interested in obtaining further in
formation about these contracts should contact
the document specialist (202) 376-9290 at the
Office of Procurement Operations, U.S. Depart
ment of Energy. Firms wishing to discuss tech
nical or substantive issues related to the actual
work should contact Mary E. Northup, director of
validation methodology at the EIA (202) 633-8766.
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An Extra Tickler File
We have always provided special envelopes for
our clients to use when mailing income-tax returns
to the various agencies. In the past, when a client
failed to put sufficient postage on an envelope, it
was returned to our office because ours was the
return address on it. Not only did we have to re
mail the return, but the delay increased the risk
of a penalty being imposed. So, wanting to shift
the responsibility for a delay to the one causing
it, we decided to change the return address.
We do this with labels generated by our com
puter from our client list. The labels are produced
(three in a row) in alphabetical order (by client),
grouped by type of return (corporation 1120, part
nership 1065, fiduciary 1041 and individual 1040)
and placed in a notebook at the beginning of the
year.
When a client's returns have been signed by the
partner-in-charge, the labels are removed from
the notebook. One is used to address the envelope
in which we send the returns to the client; the
other two are put on the envelopes (as a return
address) we provide the client for mailing federal

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

and state returns to the governmental agencies.
As a result of this procedure, the notebook of
unused labels is an extra tickler file, reminding us
that while each person in the preparation process
may claim, "I got my part done,” the returns have
not been delivered or mailed to the client.
When the normal filing deadline is reached, the
labels are marked "extension” by the person mail
ing out the application for extension of time. This
way, we know at a glance that the extension has
definitely been filed.
When the returns require more than two en
velopes (multi-state tax returns), the partner-incharge and the staff know that additional labels
are required and can request them. And, should
a client discontinue our services during the year
but before the return is filed, the labels are re
moved from the file by the partner who writes up
the terminated client memorandum.
The end result of this process is that we always
know which returns have been delivered. We have
also made addressing envelopes and providing cor
rect return addresses simple.
-by Stephen D. Tanner, CPA
Morgantown, West Virginia
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